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I. INTRODUCTION

This matter comes before the Public Service Commission of South Carolina (the

"Commission") on the petition of South Carolina Electric & Gas Company ("SCE&G" or

the "Company") for an order approving an updated capital costs schedule for the

construction of two 1,117 net megawatt nuclear power units (the "Units") to be located at

the V.C. Summer Nuclear Station near Jenkinsville, South Carolina. SCE&G filed the

Petition in this docket (the "Petition") on November 15, 2010, pursuant to S.C. Code

Ann. § 58-33-270(E) (Supp. 2010). Under that provision of the Base Load Review Act

(the "BLRA"), a utility "may petition the Commission... for an order modifying any of

the schedules, estimates, findings, class allocation factors, rate designs, or conditions that

form part of any base load review order." S.C. Code Ann. § 58-33-270(E) (Supp. 2010).

Further, "[t]he Commission shall grant the relief requested if, after a hearing, the

Commission finds.., that the evidence of record justifies a finding that the changes are

not the result of imprudence on the part of the utility." Id.



DOCKET NO. 2010-376-E- ORDERNO. 2011-345
MAY 16,2011
PAGE2

In Order No. 2009-104(A), dated March 2, 2009, the Commission initially

approveda capitalcostsschedulefor the Units totaling $4.5billion in 2007dollars. The

SouthCarolinaEnergy UsersCommittee("SCEUC") appealedCommissionOrderNo.

2009-104(A)to the SouthCarolinaSupremeCourt.

In Order No. 2010-12,dated January22, 2010, the Commissionapprovedan

updatedconstructionschedulefor theprojectandanupdatedcapitalcostsschedulewhich

reflected that updatedconstructionschedule. The capital costs scheduleapprovedin

OrderNo. 2010-12,however,did not alterthetotal estimatedcapitalcostfor theUnits of

$4.5billion in 2007dollars.

On August 9, 2010, the SouthCarolina SupremeCourt issuedits decision in

South Carolina Energy Users Comm. v. South Carolina Pub. Serv. Comm 'n, 388 S.C.

486, 697 S.E.2d 587 (2010) (the "Opinion") concerning the SCEUC's appeal of Order

No. 2009-104(A). In its Opinion, the Court ruled that contingency costs which had not

been itemized or designated to specific cost categories were not permitted as a part of

approved capital cost schedules under the BLRA. The effect of this decision was to

require the removal of $438,291,000 in projected contingency costs from the capital cost

schedules approved in Order No. 2009-104(A) and Order No. 2010-12.

In its Opinion, the Supreme Court acknowledged that S.C. Code Ann. § 58-33-

270(E) (Supp 2010) allows SCE&G to petition the Commission to update the capital cost

schedule for the Units as SCE&G identifies and itemizes specific items of cost and

reclassifies contingency costs to the approved capital cost schedule. The Court noted that

"the General Assembly anticipated that construction costs could increase during the life
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of theproject. Under§ 58-33-270(E),SCE&GmaypetitiontheCommissionfor anorder

modifying rate designs." South Carolina Energy Users Comm. v. South Carolina Pub.

Serv. Comm 'n, 697 S.E.2d at 592.

In the present proceeding, SCE&G seeks approval of an updated capital costs

schedule for the construction of the Units. The Petition states that those updates reflect

the removal of contingencies, updated cash flow schedules, and revised forecasts of

Owners Costs and Transmission Costs as well as the costs associated with eleven (11)

change orders negotiated with the construction contractors. The updated capital cost

schedule was submitted as Hearing Exhibit No. 6 (CLW-1 updated). The Public Version

of that exhibit is attached hereto as Order Exhibit No. 1.

As required by S.C. Code Ann. § 58-33-270(E) (Supp. 2010), SCE&G provided

notice of the filing in this docket to the South Carolina Office of Regulatory Staff

("ORS"). By letter dated November 29, 2010, the Commission's Clerk's Office

instructed the Company to publish by January 17, 2011, a Notice of Filing and Hearing

("Notice") in newspapers of general circulation in the area where SCE&G serves retail

electric customers and to provide a copy of the Notice to these customers by U.S. mail or

by electronic mail to customers who have agreed to receive the Notice by electronic mail.

On January 21,2011, the Company filed affidavits with the Commission demonstrating

that the Notice was duly published in accordance with the Clerk's Office's instructions

and certified that a copy of the Notice was furnished to each affected customer.

Timely Petitions to Intervene in this docket were received from SCEUC and CMC

Steel South Carolina ("CMC Steel"), both of which were unopposed. ORS is
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automaticallya party pursuantto S.C. CodeAnn. § 58-4-10 (Supp.2010). No other

partiessoughtto intervenein this proceeding.

The Commissionconveneda publichearingon this matteronApril 4, 2011,with

the HonorableJohnE. "Butch" Howard,Chairman,presiding. SCE&G wasrepresented

by K. ChadBurgess,Esq.,MatthewW. Gissendanner,Esq.,Mitchell Willoughby, Esq.,

and Belton T. Zeigler, Esq. ORS was representedby NanetteS. Edwards,Esq. and

JeffreyM. Nelson,Esq. SCEUCwas representedby ScottElliott, Esq. CMC Steeland

its counseldid notparticipatein thehearing.

In supportof the Petition, the Companypresentedthe testimonyof Kevin B.

Marsh, President of SCANA Corporation and SCE&G; StephenA. Byrne, Chief

OperatingOfficer and Executive Vice Presidentfor Generationand Transmissionof

SCE&G; and Carlette L. Walker, Vice Presidentfor Nuclear FinanceAdministration.

ORS presentedthe direct testimony of M. Anthony James,P.E., AssociateProgram

Manager in the Electric Departmentof ORS and Mark W. Crisp, P.E., Managing

Consultantof C. H. Guernsey& Company. SCEUC presentedno witnessesat the

hearing.

Under the BLRA, in caseswherea settlementagreementhasbeenenteredinto

betweenORS and the utility, the Commissionis authorizedto "accept the settlement

agreementas disposingof the matter, and [to] issuean order adoptingits terms, if it

determinesthat thetermsof thesettlementagreementcomportwith thetermsof thisact."

S.C.CodeAnn. § 58-33-270(G)(Supp2010). Prior to thehearingin this matter,SCE&G

and ORS enteredinto a settlementagreementin which they agreed that the relief
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requestedby SCE&G wasjustified andshouldbegranted(the"SettlementAgreement").

As partof theSettlementAgreement,ORSandSCE&GagreedthatthechangesSCE&G

soughtin the updatedandrevisedcapitalcostsschedulefor the Units "are the result of

refining andimproving thetiming andsequenceof constructionactivitiesandarenot the

result of imprudenceby SCE&G." SettlementAgreement at p. 6, ¶ 3(G). This

SettlementAgreementwas admitted into the record of the April 4, 2011 hearing as

HearingExhibit No. 1.

II. DISCUSSION

For the reasons set forth below, the Commission finds that the Settlement

Agreement comports with the terms of the BLRA, and for that reason, the Commission

adopts it as an appropriate resolution to the matters raised in this docket. The Settlement

Agreement is attached hereto and incorporated herein as Order Exhibit No. 2. At issue

is the prudency of SCE&G's revised capital cost schedules for constructing the Units. At

the hearing in this matter, no party presented any testimony or other evidence challenging

the accuracy of the proposed cost schedules or indicating that the $174 million in newly

identified and itemized costs are imprudent costs or are in any way the result of

SCE&G's failure to manage the project prudently. Instead, the evidence of record shows

that the $174 million in newly identified and itemized capital costs are the result of the

normal evolution and refinement of construction plans and budgets for the Units and are

not the result of imprudence. Those refinements of plans and budgets include the

creation of updated and more detailed estimates of Owners Costs and Transmission Costs

for the project based on more than 24 months of work on the project. They also reflect
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the negotiationof 11changeordersthat arenecessaryfor the successof the projectand

beneficial to SCE&G and its customers. The evidenceshowsthat the $174million in

newcostsarenot theresultof anyimprudenceby SCE&Gandreflectscoststhat SCE&G

is incurring as joint-owner of the project to ensurethat the project is constructed

prudently,efficiently andeconomically,andto ensurethat theUnits canbeoperatedand

maintainedsafelyandefficiently whentheyarecompleted.

In accordancewith the termsof S.C.CodeAnn. §§ 58-33-270(E)(Supp_.2010)

and 58-33-270(G)(Supp.2010), the Commissionfinds that the revisedcost schedules

presentedreflectprudentcostsandshouldbeapproved.Thefactsandevidenceof record

supportingthis conclusionareasfollows:

a. Overview of the Requested Changes

On May 23, 2008, SCE&G entered into an Engineering, Procurement and

Construction Agreement for the Units (the "EPC Contract") with a consortium formed by

Westinghouse Electric

"Westinghouse/Shaw").

Company,

Tr. p. 19.

LLC, and the Shaw Group (together

One week later, the Company filed a Combined

Application under the BLRA seeking a full regulatory review of the project and the EPC

Contract by the Commission and ORS. Id. As Mr. Marsh testified, the BLRA

specifically allows utilities to file for approval of costs under the BLRA at the same time

that they file for authorization to begin construction under the Utility Facility Siting and
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EnvironmentalProtectionAct ("Siting Act").1 Tr. p. 37; seealso S.C.CodeAnn. § 58-

33-230(Supp.2010).

In accordancewith the terms of the BLRA, SCE&G includedin its Combined

Application information showing the anticipatedcomponentsof capital costs and the

anticipated schedule for incurring them. As Mr. Byrne testified, the capital cost

schedulesthat were presentedto the Commission with the Company's Combined

Application were basedon the schedulesagreedto in the EPC Contractas well as

forecastsof OwnersCostsand TransmissionCoststhat SCE&G had madeduring the

2006-2008time frame to supportits comparativeevaluationof generationsourcesand

nuclearvendors. Tr. p. 105.

As Mr. Marsh testified,SCE&G is operatingundera commitmentto continueto

updateandrefine its constructionschedulesandcostschedulesastheprojectprogresses,

to disclosethoserevisionsto thepublic in a timely manner,andto bring revisionsto this

Commissionfor reviewandapprovalasnecessary.Tr. p. 32. As Mr. Marshexplained,

SCE&G has continued to refine project construction time-lines and estimatedcost

scheduleswith a specificfocuson the creationof moredetailedOwnersCostschedules

by the Company'sNuclearFinanceteam. Theseadjustmentsarea normalandexpected

i SCE&G's 2008 Combined Application gave the Commission the opportunity to conduct a pre-

construction review of the entire plan for the Units. That review included a review of the selection of
AP1000 technology, the qualifications of Westinghouse to supply that technology, the qualifications of the

fabricators and suppliers of major systems and equipment for the plant, the qualifications and suitability of
construction contractors and subcontractors, the project risk factors, the financial plan for the Units and the

forecasted rate impacts of the plan. SCE&G's filing of the Combined Application for the Units upon
signing of the EPC Contract facilitated a detailed review of all facets of the construction decision before

full construction authorization was granted. As such, the timely filing of the BLRA application for these
Units was in keeping with the public interest and the intent of the BLRA which provides for the

comprehensive review of construction costs and plans early in the construction process.
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part of implementing a construction plan of the size and scope of the present project. In

keeping with this commitment, SCE&G continues to review and update project costs and

construction schedules in a timely manner.

Tr. p. 32.

Company witness Ms. Walker testified that the adjustments requested by the

Company in this proceeding fall into three general categories:

1. The removal of approximately $438 million in owner's contingency funds that

were included in the approved capital costs schedules approved in Order No.

2009-104(A) and Order No. 2010-12 consistent with the decision of the South

Carolina Supreme Court in South Carolina Energy Users Comm. v. South

Carolina Pub. Serv. Comm 'n, 388 S.C. 486, 697 S.E.2d 587 (2010).

2. The inclusion of approximately $174 million in newly identified and itemized

capital costs.

3. Updates to the project cash flow projections reflecting timing changes to the

schedule for incurring capital costs.

Tr. p. 221-222. The effect of these changes is to decrease the approved capital costs

schedule for the Units from $4.5 billion as originally approved to $4.3 billion, in 2007

dollars net of Allowance for Funds Used During Construction ("AFUDC"). Tr. p. 222.

These changes, along with the effect of the current escalation rates, have reduced

SCE&G's total projected cost of the Units in future dollars from $6.9 billion to $5.8

billion. Tr. p. 222-23.
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b. Contingency Funds

As Mr. Marsh testified, SCE&G included in the cost schedules approved in Order No.

2009-104(A) and Order No. 2010-12 a reasonable forecast of owner's contingency for

the project, which was approximately $438 million in 2007 dollars or slightly less than

10% of the total project cost forecast. Tr. p. 19. The approval of these funds was made

with the understanding that "[i]f such contingencies were not allowed under the Act, the

Company would be required to seek an amendment to the base load review order for

every change order, scope or design change, or mis-forecast of owner's cost or

transmission cost during the life of the project." Order No. 2009-104(A), p. 97.

Subsequent to the issuance of Order No. 2009-104(A) and Order No. 2010-12, the

South Carolina Supreme Court issued its opinion in South Carolina Energy Users Comm.

v. South Carolina Pub. Serv. Comm'n, 388 S.C. 486, 697 S.E.2d 587 (2010). The

Opinion held that contingency costs could not be included in forecasts approved for

BLRA purposes until the costs could be identified and itemized to specific costs

categories. In response, in this filing, the Company has removed approximately $438

million in owner's contingency funds from the cost forecasts that were approved by the

Commission in Order No. 2009-104(A) and Order No. 2010-12. ORS witness Mr. Crisp

testified that he reviewed the Company's filing and supporting documentation and

determined that the Company has removed the $438 million contingency amount as well

as $217 million in escalation amounts that had been associated with the contingency

funds in earlier cost schedules. Tr. p. 336-37.
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The Commission finds that removing these funds from the BLRA approved

forecastsis consistentwith the Opinion of the SouthCarolina SupremeCourt and its

interpretationof the BLRA. The amountsin questionreflect the amountof owner's

contingencyincluded in the capital cost forecastsin OrderNo. 2009-104(A)andOrder

No. 2010-12. As discussedbelow, the $4.3billion in coststhat remainin the schedules

arecoststhat havebeenidentifiedanditemizedto specificcostcategoriesastheOpinion

requires.

c. Identified and Itemized Capital Costs

Included in the updated capital costs schedule is approximately $174 million in

costs that the Company has identified and itemized to specific cost categories subsequent

to Order No. 2009-104(A). Prior to the Supreme Court's Opinion, costs of this kind were

being accounted for using the $438 million owner's contingency fund. Tr. p. 20. The

Company is now seeking to include these costs in the approved cost forecasts for the

Units under S.C. Code Ann. § 58-33-270(E) (Supp. 2010). As Mr. Byrne testified,

changes in cost forecasts "are a normal and expected part of an 11-year, $6 billion

construction project." Tr. p. 106-07.

As shown on Hearing Exhibit No. 5 (CLW-3), this $174 million has four principal

sources:

(i) approximately $145 million represents additional Owners Costs that have been

identified through SCE&G's ongoing development of its nine-year cost-center-by-cost-

center budget for the Owners Cost portion of the project;
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(ii) approximately$13 million representsnet additional transmissioncoststhat

will be incurred for transmission construction projects SCE&G's transmission

departmentwill undertaketo reconfigurethe Unit 1 switchyardat the Jenkinsvillesite to

supportthepowerflows from Units2 and3;

(iii) $10million representsa paymentto Westinghouse/Shawasconsiderationfor

Westinghouse/Shawassumingthe primary price risk for an additional $315million in

costsundertheEPCContract;and

(iv) approximately$6.3million representsnine otherchangeordersthat SCE&G

hasnegotiatedto theEPCContractto supportthemoreefficient constructionof theUnits

andtrainingof the personnelthat will operateit, aswell ascertainothercoststhat must

be reallocatedbetweenSCE&GandSanteeCooperasthejoint ownersof theUnitsbased

on the natureof the work involved. Tr. p. 21-23. Eachof thesecategoriesof costsis

discussedin moredetailbelow.

d. Owners Costs

The Company is seeking BLRA approval of cost forecasts that include $145

million in Owners Costs that have not previously been presented to this Commission for

approval. Owners Costs, as Ms. Walker testified, include costs that SCE&G will incur in

overseeing the construction project; in obtaining licenses and permits for the project; in

recruiting, hiring and training staff for the Units; in preparing written operating

procedures for the operations maintenance, safety and security of the Units; in accepting,

testing and maintaining the systems and components of the Units as they are completed

and turned over to SCE&G pending completion; in providing the materials and supplies
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neededfor maintenanceof plant systemsup to the date of commercialoperations;in

testing of the Units when they are releasedfor testing; and in conducting start-up

activities. Tr. p. 236. OwnersCostsalso includea numberof constructionrelatedcost

itemsfor which the EPCContractmakesSCE&G responsible.Theseincludeitemslike

workers' compensationinsurancefor all contractorsand subcontractorson the site;

buildersrisk insurance;transportationinsurancerelatedto theequipmentandcomponents

of theproject;miscellaneoustaxesincludingrealpropertyandsalestaxesassociatedwith

the project; electric power and other utilities for the project; site security; and certain

preconstructioncostsassociatedwith thesite. Tr. p. 236.

As Mr. Byrne testified, the OwnersCosts estimatesthat were presentedand

approvedin OrderNo. 2009-104(A)werepreparedbasedon forecaststhat werecompiled

during the Company's evaluationof nuclear capacity options and negotiationswith

suppliersthat took place in the 2006-2008time period. Tr. p. 105. In creatingthose

forecasts,the Companyutilized information from a number of sources,including a)

Westinghouse/Shawand other nucleartechnologysuppliers,b) consultationwith other

prospective WestinghouseAP1000 owners, c) nuclear and environmental licensing

consultants,d) SCE&G's operating experiencewith V. C. SummerUnit 1, and e)

SCE&G's otherutility operatingandconstructionexperience.Tr. p. 105-06. Mr. Byrne

testified that the forecastsreflectedestimatesfor major anticipatedcategoriesof Owners

Costsbasedon acceptedindustry estimatingtechniquesanddataandwerenot basedon

detailed,item-by-itembudgetssuchashave now beenpreparedfor the project. Tr. p.

106.
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As Mr. Byrne explained,at the time the original OwnersCostsforecastswere

compiled,the terms for purchasingthe WestinghouseUnits wereundernegotiationand

no commitmentto purchasetheUnitshadbeenmade.Tr. p. 105. As Mr. ByrneandMs.

Walkernoted,detailedOwnersCostsbudgetingrequiresdetailedhiring, staffing,training

andoperatingplansfor the Units to be in place. Tr. p. 106;p. 238-39. Theseplans,in

turn, require:a) an integrated,site-specificconstructionschedule,b) detailedinformation

about scope of SCE&G's responsibility for construction activities under the EPC

Contract, and c)detailed information about the functions, policies, practices and

proceduresthat will be involved in operatingand maintainingthe Units in start-upand

testing,andin commercialoperations.Tr. p. 106,238-39.

the 2008 hearing, Westinghouse/Shawbegan building

As SCE&Gexplainedduring

the integrated site-specific

constructionscheduleoncethe EPCContractwassigned,andprovideda documentthat

included the level of detail requiredby SCE&G in April of 2009. Tr. p. 239. This

schedule and the cash flow schedulesassociatedwith it were the focus of the

Commission's2009BLRA proceedingthat resultedin OrderNo. 2010-12.

In addition, as Ms. Walker testified, the EPC Contract allocated specific

responsibilitiesfor construction,testingand start-upof the Units betweenSCE&G and

Westinghouse/Shaw.It alsoallocatedresponsibilityfor itemssuchasinsurance,salestax

administration,licensingandpermitting,andsitesecuritybetweentheparties.Tr. p. 240.

According to SCE&G's witnesses,it would not have beenpractical to begin to create

detailedOwnersCostsbudgetsfor the project until thetermsof the EPCContractwere

finalized and the resultingassignmentof responsibilitiescould be communicatedto the
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multiple cost centersacrossSCANA that would be requiredto supportthe project and

createbudgetsfor that support.Tr. p. 176,239-40,297.

Similarly, thetestimonyin this docketindicatesthatthescopeof theNew Nuclear

Deployment("NND") Team'soversightresponsibilityfor costsdependedgreatlyon the

pricing termsof the EPCContract. Underthat agreement,Westinghouse/Shawbearsthe

pricerisk for scopesof work that arein the Fixedor Firm costcategories,while SCE&G

paysactual costsfor scopesof work that are in the Targetor Time and Materialscost

category. Tr. p. 78. The NND Team'soversightresponsibilityasto the costsandthe

costimpactsof constructiontechniquesanddecisionsdependson whethertheassociated

scopesof work arein the Fixed/Firmor Target/TimeandMaterialscostcategories.Tr. p.

230-31. Until the allocationof scopesof work betweenthesecategorieswas finalized,

the scopeof theNND Team'soversightresponsibilitieswasunclear. Tr. p. 230-31,298.

For all thesereasons,it wasnot practicalfor SCE&Gto preparedetailedcost-center-by-

cost-centerbudgetsuntil the EPC Contract was finalized, an integratedsite-specific

schedulewas producedand SCE&G's NND Teamwas staffedand given the time and

information neededto conduct the required budgetingand planning. Basedon Mr.

Byrne's testimony, the Commissionfinds that this approachto cost forecastingwas

consistentwith establishedindustrypracticeandreasonablyreflectedthe practicalitiesof

budgetingfor major utility projects. Mr. Byrne and Ms. Walker both testified that the

2006-2008estimateswerereasonableandprudentbasedon thestageof theprojectatthat

time andbaseduponthe informationavailableto theCompanyat that time. Tr. p. 213,
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303-04. The Commission finds this testimony to be credible and agreeswith the

witnesses'conclusionin this regard.

During the negotiation of the EPC Contract, the NND Team conductedthe

comparativeevaluationsof nucleartechnologiesandvendors. As theevidenceindicates,

a comparativeevaluationof nucleartechnologiesinvolved the evaluationof the costof

nuclearunitsofferedby the threevendorsandthe cost of thoseunits comparedto other

generationalternatives. Tr. p. 105-06. Creatinga reasonableestimateof OwnersCosts

wasanintegralpartof thenuclearevaluationprocess.

Following the executionof the EPCContract,the NND Teambeganthe more

detailedplanningandbudgetingfor its work over theupcoming11years. Tr. p. 237-38.

The current cost forecast resultedfrom this effort. It is basedon the site-specific

integratedconstructionschedule,andthe detailedstaffing,hiring andtraining plansthat

havebeendevelopedsince2008.

The current cost forecastsalso reflect the detailed cost-center-by-cost-center

budgetingof the supportservicesthat the project will receivefrom other, non-nuclear

areaswithin SCE&GandSCANA. Tr. p. 240. Suchcostsincludesupportservicesfrom

areas such as SCANA Audit Services, Legal, Treasury, Environmental, Forestry

Services,Risk Managementand Insurance,Facilities Management,andmultiple groups

within currentNuclearOperations(i.e., groups like Unit 1 Health Physics that may assist

on an as-needed basis in creating staffing plans and writing operating procedures for parts

of Unit 2 & 3 operations). Tr. p. 240. Each cost center that is anticipated to incur

charges in excess of $5,000 per year for the project was required to create a budget by
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function codeandby year for thenine remainingyearsof theproject. Tr. p. 241. These

budgetswerecarefully reviewedby Ms. WalkerandtheNuclearFinancegroup.

A copyof SCE&G's currentOwnersCostsbudgetwassponsoredby Ms. Walker

as Hearing Exhibit No. 5 (CLW-4). It is a detailed budgetdocumentwith over 400

individual line items. SCE&G hasmadethe back-upinformation relatedto this budget

availablefor reviewby ORSandall otherparties,providedthat reasonablearrangements

relatedto confidentiality aremade. Tr. p. 244-45. No party has filed any testimony

challengingtheprudencyor reasonablenessof anyof thecostsreflectedin this budget.

In Hearing Exhibit No. 5 (CLW-3), Ms. Walker provided an item-by-item

analysisof the costadjustmentsbeingpresentedfor reviewin this docket. In aneffort to

providemoredetailedinformationaboutthe changesdriving the $145million in newly-

itemizedOwnersCosts,Ms. Walkerprovidedtestimonybreakingdownthe $145million

accordingto thecostcategoriesusedto createthe2006-2008budget. See generally Tr. p.

245-58. Ms. Walker was careful to point out that the current 130 cost center budgets

reflect very different cost categories and budgeting methods than those on which the

2006-2008 forecasts were built. Tr. p. 245. These differences required Ms. Walker and

her team to reallocate the current budget into the cost categories that had been used to

create the 2006-2008 forecast using their best accounting and managerial judgment. In

some cases, the cost for a single cost center in the current budget costs had to be allocated

across multiple categories used in the 2006-2008 forecasts. Id. For these reasons, as Ms.

Walker pointed out, there are inherent limitations in comparing the two forecasts. Id.

Nevertheless, Ms. Walker presented this comparative analysis along with testimony
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describingthe variouscost drivers associatedwith the differencesbetweenthe original

estimatesandthecurrentbudgets.

Onsite Training & Startup/SCE&G Labor - The largest componentof SCE&G's

proposed adjustment to Owners Costs is representedby the Onsite Training &

Startup/SCE&GLaborcategory. As Ms. Walker testified,the costsrepresentedhereare

the NND Team's currentbudget for its direct labor costsbasedon the detailedhiring,

training and staffing plansfor constructionproject oversightand operationalreadiness.

Tr. p. 247. Thetestimonyshowsthat the drivers for the changesin budgetedcostsfor

this costcategoryinclude: (i) increasesin the cost of recruitinganddeployinganNND

team capable of overseeingthe construction, operational readiness,licensing and

financial aspectsof theproject;and(ii) increasesin thecostof recruiting,hiring, training

and employingthe personnelwho will operateand maintainthe Units asresponsibility

for themis turnedoverto SCE&Gby Westinghouse/Shaw.Tr. p. 247-48.

As Ms. Walker explained,the oversightfunction of the NND Teamrequiresan

extensiveteamof employeesskilled in highly specializedareas.Tr. p. 247. Attracting

suchemployeesto theprojecthasrequiredcompensationsetat levelssufficientto attract,

recruit,hire andretainindividualswith theappropriatequalifications. Id. UndertheEPC

Contract,security,testingandmaintenanceresponsibilityfor major systemsof theUnits

will be turned over to SCE&G as those systemsare completed. Tr. p. 248. The

recruiting, training and staffing plansfor the project must supportSCE&G's ability to

safely and effectively accept that responsibility. Those plans must also support

SCE&G's ability to fulfill its role in the start-upandtestingof eachof the Units andto
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providethe permanentstaff to safelyandefficiently operatethe Units after commercial

operationsbegin. Tr. p. 248-49. In somecases,regulatorychangessince the EPC

Contractwasnegotiatedhaveincreasedthe requiredstaffing andtraining levels. Tr. p.

299-300.

Ms. Walker testified that, as staffing and training plans have becomemore

refined, SCE&G hasdeterminedthat it must recruit additionalemployees,recruit them

earlierand keepthem on the nuclearpayroll longerthan hadbeenanticipatedin 2006-

2008. Tr. p. 247-48. In addition,SCE&G hasincreasedthe staffingandrequiredskill

level of its oversightteamin light of thecomplexityof that function andtheimportance

of ensuringcontrol over the costandquality of theUnits asthey areconstructed.Tr. p.

248. Thebudgetsfor thesecostswill continueto be reviewedandupdatedasthe project

progresses.Tr. p. 243. Theresultof thecurrentchangesin staffingcostsandplansis an

increase of approximately $64 million in the category of Onsite Training &

Startup/SCE&GLaborcategory.

Insurance - As a cost savingsmeasure,SCE&G is providing a combinedinsurance

package for workers compensation

transportationinsurancefor the project.

insurance, construction risk insurance and

As Ms. Walker testified, theunderlyingcostof

the insurancehas not changedbut the costs of administeringthe program were not

includedin the original OwnersCostsforecastfor Insurance.Tr. p. 249. As Ms.Walker

testified,the comparativeanalysissheprovidedwasbasedon two very differentOwners

Costsprojections. The2006-2008projectionfound onChartC in hertestimonyshowsa

singleentry for Generaland AdministrativeCostsfor the entire project. As shownon
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HearingExhibit 5, CLW-4, the updatedbudgetshowslabor, generalbusinessexpenses

andotheradministrativeandsupportcostsfor eachindividual costcenter. SeeExhibit 5,

CLW 4 at page 8-9 (showing individual labor and general businessexpenseitems

associatedwith the cost centerfor Insurance). The estimatefor Insurancein the 2006-

2008budgetswas$57.8million. Theupdatedbudgetshowsthe outsidecost to bepaid

for insuranceremainsat $57.8million. The cost of administrativeandsupportservices

associatedwith theInsurancecostcenteris $1.1million. This $1.1million representsthe

variancein the insurancecost budgetbetweenthe 2006-2008forecastand the current

budget and is a result of the new, more detailed cost-center-by-cost-centerbudgeton

which thecurrentcostinformationis based.

SalesTax - SCE&Gis sharingthecostof theUnitswith its co-owner,SanteeCooper,on

a 55%-45%basis. However,as Ms. Walker testifies, SCE&G determinedthat certain

itemsof costincludedin theoriginal budgetsfor theprojectprovidea benefitto SCE&G

and not to SanteeCooper. Tr. p. 250. For that reason,SCE&G is adjustingits cost

forecasts.Theresultis achangein thecostforecastof $2,000.

Licensing / Permits / Nuclear Regulatory Commission ("NRC") Inspection Fees -

Ms. Walker testified that the budget for Licensing, Permits and NRC Inspection fees has

increased to reflect the increased time and effort that is being required to monitor and

conduct NRC licensing activities, to respond to Requests for Additional Information from

the NRC, and to pay the increased cost of NRC inspection fees. Id. Ms. Walker's

testimony indicates that the Units are receiving a level of regulatory scrutiny consistent

with the fact that they are among the first new nuclear units that will be built in the
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United Statesfor severaldecades.Tr. p. 251. In addition,after the EPC Contractwas

signed,Westinghousesubmittedamendmentsto the DesignControl Documentsfor the

AP1000 reactorto strengthenthe shieldbuilding designagainstaircraft impactsandto

makeothermodificationsto improvethe design. Id. This resultedin a moreextensive

NRC licensingprocessthanwasanticipatedin 2006-2008.SCE&Ghasbeenrequiredto

answermore Requestsfor Additional Informationfrom the NRC Staff thananticipated.

Tr. p. 305-06. In addition,theNRC hasissuedguidancethat it will increasethe number

and cost of its mandatoryinspectionsof the Units during construction. Tr. p. 251-52.

The combinationof thesefactors has resultedin a $15 million increasein this cost

category.

General and Administrative Costs- Generaland Administrative costsrepresentthe

direct supportprovidedto theNND teamfrom non-NNDcostcenterswithin SCE&Gand

SCANA. Tr. p. 252. Suchsupportincludesdirect supportprovidedto theproject from

non-NND cost centers within SCE&G and SCANA, such as human resources,

information technology,environmental,forestry, legal,audit andfacilities management.

Tr. at p. 240. Ms. Walker testified that, consistentwith standardpractice,the original

forecastfor thesecostswasbaseduponanestimatedpercentageof certainOwnersCosts

items as they were shown in the 2006-2008cost forecasts. Tr. p. 252. The current

budgetsfor GeneralandAdministrativeCostsarebasedon detailedcost-center-by-cost-

centerbudgetswhich reflect two yearsof actualexperiencewith the managementof the

project. Eachcostcenteranticipatingchargesmore than $5,000peryear to the project

hasbeenrequiredto preparean itemizedbudgetfor its supportto theproject. Id. Ms.
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Walkertestifiedthat hergrouphascarefully reviewedall coststhathavebeenassignedto

the project by non-NND areasand hascarefully reviewedall budgetsfor future costs

basedon experiencewith Unit 1 operations,experiencewith other major construction

projects,and the track record of pastchargesto the project. Tr. p. 241. Generaland

Administrativecostshave increasedin part becausethe sizeof the NND Teamthat is

being supportedhas increased.Tr. p. 252. It has also increasedbecauseproject

experienceover the past two yearshasshownthat the requiredsupport levels for the

NND Teamsaregreaterthanpreviouslybudgeted.Id. Ms. Walker testifiedthatOwners

Costsbudgetswill continue to be reviewedand updatedas part of a regularbudget

review processthather teamhasimplemented.Tr. p. 243. Theimpactof the changein

theforecastedcostfor GeneralandAdministrativecostsis approximately$53million.

Other Non-EPC Construction - Non-EPC Construction costs reflect the costs

associated with the construction of the new Nuclear Operations Building ("NOB"), the

addition to the Nuclear Learning Center and the refurbishment of the existing Nuclear

Training Center. Tr. p. 253. According to Ms. Walker, the 2006-2008 cost forecasts for

the NOB and the addition to the Nuclear Learning Center were based on estimates which

have now been adjusted to reflect actual costs, completed designs for the buildings and

specific bids from contractors. Id. For these reasons, the forecasted cost of other Non-

EPC Construction has increased by approximately $11 million.

NuStart - This cost category reflects the cost of SCE&G's participation in NuStart

Development, LLC ("NuStart"), along with nine other entities that are interested in

having Westinghouse and General Electric design standard plants licensed by the NRC.
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Tr. p. 255. As Ms. Walker testified, through NuStart the AP1000 utilities are

coordinating efforts and sharing expensesin obtaining an AP1000 ReferencePlant

CombinedOperatingLicense(the"ReferenceCOL") from theNRC. Tr. p. 255-56. The

ReferenceCOL will serveasthe basisfor subsequentsite-specificCOLs for follow-on

plants. Ms. Walker testified that SCE&G's shareof NuStartexpenseshaveincreased

primarily becauseanticipatedsalesof thereferenceplant applicationhavedeclinedfrom

original projections. Tr. p. 256. The forecast for NuStart costs has increasedby

approximately$2.2million.

Other Categories- Theremainingcategoriesof OwnersCostswereeitherunchangedor

declined. The reasonsfor this areexplainedin detail in Ms. Walker's testimony. The

categoryfor Met Tower, PlantSiteLayout,Pre-EPCProjectManagementreflectedcosts

that had alreadybeen incurredat the time the EPC Contractwas signedand for that

reasonthosecostshavenot changed.Tr. p. 256-57. The categoryfor PlantEquipment,

Tools, MaintenanceMaterials, Consumables,and Suppliesand the categoryfor Spare

Partsreflect costs that will be incurred later in the project and will be updatedasthe

completiondatesfor the Units approach. Tr. p. 254-55. Througha fee in lieu of taxes

agreementwith Fairfield County, the Companyhas avoided the requirementto pay

additionalproperty taxesduring constructionof the Units. Tr. p. 257. Accordingly,

propertytaxeshavebeenzeroed-outin the updatedestimates. The Companyhasalso

determinedthat it can fully offset the cost of constructionpowerfor Companyusewith

thevalueof testpowerthat will beproducedduringstart-upandtestingof theUnits. Id.

Thecostitemfor electricityhasbeenreducedto zero.



DOCKETNO. 2010-376-E- ORDERNO. 2011-345
MAY 16,2011
PAGE23

Ms. Walker's testimonyprovidesevidenceregardingeach of the components

makingup the $145million adjustmentand citesspecificelementsof thosecomponents

that havecontributedto theadjustment.Therecordshowsthat Ms. Walkertestifiedasto

the reasonablenessand prudencyof eachof theseitems and to the reasonablenessand

prudencyof the overall $145million adjustmentto theOwnersCostcategory.Tr. p. 258.

Her testimonywassupportedby similar testimonyfrom Mr. MarshandMr. Byrne. Tr. p.

18; p. 107-08. As to the reasonablenessof the budgetsand budgetprocesson which

theseOwnersCostsadjustmentswerebased,Ms. Walkertestified:"The budgetsfor each

[item of OwnersCosts]havebeencarefully reviewedand evaluatedfor reasonableness.

This analysisconfirms the reasonablenessof the adjustmentin OwnersCosts for the

categorieslisted above, and supportsthe conclusionthat the updatedOwnersCosts

budgetis a reasonableandprudentestimateof the cost associatedwith this construction

project." Tr. p. 258.

In additionto this testimony,ORSwitnessCrisp testifiedthat ORShasreviewed

thesecostsandhasdeterminedthemto bereasonable.Tr. p. 339.

For all the reasonsset forth above,and having reviewedthe testimonyandthe

exhibits in the record of this proceeding, including the SettlementAgreement,the

Commissionfinds that the $145 million adjustmentto OwnersCosts is a reasonable,

necessaryandprudentadjustmentto thecostschedulesfor theproject. Thepartiesto the

SettlementAgreement have agreed that the costs presentedin this proceedingare

reasonableandprudentandthereis noevidencein therecordto suggestthattheyarethe

resultof anyimprudenceon thepartof theCompany.
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i. Transmission Costs

Included in the Company's proposed adjustments is approximately $13 million,

net of other changes, in the transmission budget that will be incurred for transmission

work that SCE&G's transmission department will perform at the V. C. Summer Unit 1

switchyard at the Jenkinsville site. As Mr. Byrne testified, this adjustment is based on an

updated assessment of the cost of certain transmission work that will be conducted in the

Unit 1 switchyard to accommodate placing power from Units 2 and 3 onto the grid. Tr.

p. 104. According to Mr. Byme, this work is subject to the extensive engineering,

testing, and documentation requirements that apply to projects involving transmission

facilities that supply off-site power to nuclear units licensed by the NRC and is subject to

the safety standards followed by the nuclear power industry. Id. As Mr. Byrne testified,

the $13 million amount, net of other adjustments, is based on a time and materials

estimate that Shaw engineering has provided and SCE&G has reviewed and found to be a

reasonable basis for these costs. Tr. p. 105. According to Mr. Byrne, these costs are

reasonable, prudent and necessary costs of the project because they must be incurred to

meet NRC and industry safety standards. Id. ORS witness Mr. Crisp also testified that

these costs are necessary to facilitate the switchyard operation meeting the safety

standards required by the NRC and the nuclear industry. Tr. p. 339.

The parties to the Settlement Agreement have agreed to the reasonableness and

prudency of these costs and there is no evidence in the record to suggest that they are the

result of any imprudence on the part of the Company. In light of the evidence of record
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andthe SettlementAgreement,the Commissionagreesthat the $13million in additional

transmissioncostsreflectscoststhatarereasonableandprudent.

ii. Change Orders and Other EPC Cost Changes

To date there have been 11 named change orders under the EPC Contract. See

Exhibit No. 5 (CLW-3). Of these change orders, one (Change Order No. 4) has been

superseded by a subsequent change order and will not be executed. Four of these change

orders (Change Orders No. 1, 5, 6, and 11) have no cost impact. The remaining six of

these change orders (Change Orders No. 2, 3, 7, and 8-10) reflect additional costs

incurred to compensate Westinghouse/Shaw for work performed outside the original

scope of the EPC Contract. The impacts of these six change orders are set forth as Items

7, 8, 12, 14-16 of Exhibit No. 5 (CLW-3). Included in the adjustment is approximately

$5.2 million in costs that had previously been subject to the 55%-45% split with the

project's co-owner, Santee Cooper, but that the Company has determined that it cannot

charge to Santee Cooper. As Ms. Walker testified, these costs are reasonable, prudent

and necessary costs of the project but are not costs that the Company can reasonably

require Santee Cooper to pay. Tr. p. 235.

Collectively, these change orders and other EPC cost changes account for

approximately $16.3 million of the $174 million in reclassified costs. Company

witnesses Mr. Byrne and Ms. Walker provided testimony as to the reasonableness and

prudency of the costs reflected in these change orders.

As Mr. Byrne testified, Change Orders No. 1, 4, 5, 6 and 11 resulted in no change

in the overall project cost forecast. Tr. p. 87. Change Order No. 1 provided for
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acceleratingthe training of SCE&G's reactoroperatortraining instructors. Tr. p. 87.

This changeorder was supplementedby ChangeOrder No. 5, which also dealt with

reactor operator training requirements. According to Mr. Byrne, the EPC Contract

containsa category of funds to be used for operator training, and the costsof both

ChangeOrderNo. 1 andChangeOrderNo. 5 weretakenout of that allowanceresulting

in no increaseto the EPC Contractprice. Tr. p. 87-88. ChangeOrderNo. 4 reflected

early negotiationsconcerninga proposalto shift certainwork from Targetpricing under

the EPC Contract to the Fixed/Firm categories. Tr. p. 87-88. ChangeOrderNo. 4,

however,wassupersededby ChangeOrderNo. 8, which, asdiscussedbelow, shifted11

work scopesfrom Target to Fixed/Firm pricing. Change Order No. 6 approved

SCE&G's requestto substitutehydraulicfastenersat the flangeof the ReactorVesselfor

the mechanicalfastenersthat were originally specified. Tr. p. 88. As Mr. Byrne

explained,the cost of the ReactorVesselitself hasalwaysbeenincluded in the Fixed

Pricecostcategorysotherewasno impacton overallpricefrom this change.Id.

ChangeOrderNo. 11concernsa studythat Westinghouse/Shawis preparingin

responseto the delay in theexpectedissuanceof the COL for the Units. As Mr. Byrne

testified, the critical path for the constructionprogram runs through the pouring of

nuclearsafety-relatedconcretefor the base-matof Unit 2, which canonly beginafterthe

COL is issued. Tr. p. 88. ChangeOrderNo. 11requiresWestinghouse/Shawto prepare

a detailedstudyof the alternativesfor modifying theconstructionscheduleto addressthe

anticipateddelay. Id. A principalpurposeof the studyis to quantifythecostsassociated

with compressingthe scheduleandthecostsof extendingthe substantialcompletiondate
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of Unit 2 by six months. Tr. p. 89. Accordingto Mr. Byrne, thecostof this studywill be

shared50/50betweenWestinghouse/Shawasconstructioncontractorsand SCE&Gand

SanteeCooperasthe ownersof the project. Id. Mr. Byrne testified that the Time and

Materialscostcategoryin the EPCContractwasestablishedfor thepurposeof providing

for consulting and engineeringassistancefrom Westinghouse/Shawon an as-needed

basisduring the courseof the projectand,asa result, thereis no impacton theproject

costbasedonChangeOrderNo. 11. Tr. p. 89-90.

Mr. Byrnenotedthat noagreementhasbeenreachedwith Westinghouse/Shawas

to the ultimate responsibilityfor anycostsassociatedwith the delaysin the issuanceof

the COL. Tr. p. 90. Mr. Byrnealsotestified that Westinghouse/Shawhasnot accepted

responsibility for thesepotential costs. Instead,all parties have agreedto defer the

discussionof paymentresponsibilitiesuntil aftertheanalysisenvisionedin ChangeOrder

No. 11 is completedand a path forward is chosen. Tr. p. 91. Mr. Byrneexplainedthat

decisionsabouthow to proceedwill requirea careful evaluationof the resultsof the

study and will also require negotiation of the associatedcontractual issues with

Westinghouse/Shaw.For that reason,these decisionsmay not be made until some

monthsafterthestudyis complete.Id.

With respectto the changeordersthat havean impacton the overallprojectcost,

thefollowing is a discussionof theevidencein therecordfor each:2

2 The financial impact of the individual change orders is reflected in Hearing Exhibit No. 3 (SAB-2-C).

Because these figures represent confidential information related to the pricing and pricing terms of the EPC
Contract, this exhibit was admitted as a confidential exhibit.
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a. Change Order No. 2

This change order provides for Westinghouse to supply two limited-scope

simulators for on-site training for the reactor operators. As Mr. Byrne testified,

Westinghouse is obligated by the EPC Contract to provide two full-scope simulators later

in the project schedule. Tr. p. 91. In putting together its operator training plans, SCE&G

determined that the time-frame for delivery of the full-scope simulators would not

support its schedule for training a full complement of reactor operators to be available at

the start-up of Unit 2. Tr. p. 92. Under Change Order No. 2, Westinghouse will provide

SCE&G with two limited-scope simulators that will be sufficient to support SCE&G's

initial reactor operator training activities, but will not contain all the features of the full-

scope simulators that will be provided later. Id. Mr. Byrne testified that the costs

associated with Change Order No. 2 were accepted after careful review of the value of

the limited-scope simulators to the project and after a careful review of the

reasonableness of the amount Westinghouse intended to charge for this work. Id. Mr.

Byrne testified that these costs are a reasonable, necessary and prudent expense for the

training of reactor operators for the new Units. Id.

b. Change Order No. 3

This change order relates to the rehabilitation of Parr Road, which is one of the

principal access roads on site. As Mr. Byrne testified, prior to the completion of the new

site access road, this access route received heavy use by construction equipment and

needed to be resurfaced and repaired to maintain its continued usefulness to the project as

an alternative delivery route to the site. Tr. p. 93. Mr. Byrne explained that the costs
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involved in thiswork werereviewedthroughanopen-bookpricingprocessandcompared

to current prices in the construction industry. Id. He further testified that the

rehabilitationof ParrRoadwasa necessaryandprudentcostof the project andthat the

amountspentwasreasonable,necessaryandprudent. Id.

c. Change Order No. 7

This change order provided for additional engineering work necessary to

accommodate carrier frequency relays at the Switchyard for the V. C. Summer - St.

George 230kV transmission lines. Id. Mr. Byrne testified that the costs for this work

were reasonable, prudent and necessary expenses of the project. Id.

d. Change Order No. 8

Under this change order, Westinghouse/Shaw agreed to shift $315 million in costs

under the EPC Contract from the Actual Craft Labor and the Non-Labor Cost categories

to the Fixed with No Adjustment and the Firm with Indexed Adjustment cost categories.

As Ms. Walker explained, these Actual Craft Labor and Non-Labor Costs are Target

categories for which the EPC Contract requires SCE&G to pay actual costs as invoiced.

Tr. p. 227. Under Change Order No. 8, $315 million in additional costs are now

fixed/firm and Westinghouse/Shaw bears the principal price risk for them. Id. Exhibit

No. 3 (SAB-3) provides a summary of the details related to each of the scopes of work

being shifted from Target to Fixed/Firm under Change Order No. 8.

All costs included in the $315 million were part of the schedules of Actual Craft

Labor or Non-Labor Costs that were approved as being reasonable and prudent in Order

No. 2009-104(A). Change Order No. 8 is moving these costs to the Fixed/Firm
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categories with no increase in the cost forecasts. Accordingly, the appropriateness or

prudency of these costs is not at issue here. See S.C. Code Ann. § 58-33-275(B) (Supp

2010). 3

In consideration of Westinghouse/Shaw assuming the price risk for the 11 scopes

of work, SCE&G negotiated a 3.2% risk compensation payment, or approximately $10

million. Mr. Byrne testified that the Company very carefully evaluated the risks and

rewards related to this change order. Tr. p. 101. According to Mr. Byrne, fixing the

prices on the 11 scopes of work shifts risk and responsibility for controlling costs to

Westinghouse/Shaw and away from the NND Team. Tr. p. 101-02. According to Mr.

Byrne, this allows SCE&G to focus on other oversight priorities and reduces the risk that

disputes over the cost of these items will distract the SCE&G and Westinghouse/Shaw

team from the work of constructing the Units. Id.

In support of the negotiated risk compensation payment, the Company has

identified several of the ways in which this shift benefits the project as a whole beyond

the price protection resulting from the shift of the costs to Fixed/Firm pricing. Among

these benefits is the fact that Westinghouse/Shaw has agreed to forego escalation after

August 2010 on $69 million of the $315 million of the Change Order No. 8 EPC Contract

costs. Tr. p. 228. According to Ms. Walker, using the three-year average Handy

3 On April 25,2011, the Commission received a letter from SCE&G informing the Commission that
SCE&G had entered a voluntary agreement with ORS not to include in any future revised rates filings costs
associated with the Community Support/Outreach scope of work that was transferred from the Target cost
categories to the Firm with Indexed Adjustment cost category by Change Order No. 8. It is within the
discretion of a utility under Section 58-33-280(B) of the Base Load Review to include less than all costs in
such filings. Accordingly, the agreement between SCE&G and ORS is appropriate and enforceable. The
Commission finds that this agreement represents a reasonable response to the issues raised by the
Commission at the hearing in this matter related to Community Outreach/Support costs.
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Whitman escalation rate of 3.89%, the Company has estimated the amount of escalation

cost avoided to be $8.6 million. Id. In addition, this shift eliminates the potential for a

costly and potentially disruptive dispute concerning payment responsibility for any

additional cost of the Heavy Lift Derrick ("HLD") that has replaced the two smaller

Lampson cranes identified in the EPC Contract. Tr. p. 228-29. Under Change Order

No. 8, SCE&G will be charged the cost of the two Lampson cranes. Tr. p. 127. As Mr.

Byrne testified, Change Order No. 8 also shifts to Westinghouse/Shaw the financial risk

that the HLD may need to be disassembled and reassembled on a new foundation before

fuel may be loaded into Unit 2. Tr. p. 98.

ORS witness . Crisp also testified that, in light of these benefits and the future

substantial reduction in risk to the Company, the $10 million risk compensation payment

is reasonable. According to Mr. Crisp, the total conservative estimate for avoided costs

as a result of the agreement to pay this amount as consideration for the cost shift is

approximately $20 million. Tr. p. 340.

Having reviewed the testimony and the supporting exhibits, and in light of the

Stipulation, the Commission agrees that the $10 million risk compensation payment is

reasonable and prudent. The parties to the Settlement Agreement have agreed to the

reasonableness and prudency of this payment and there is no evidence in the record to

suggest that it is the result of any imprudence on the part of the Company.

e. Change Order No. 9

This change order related to the Company's decision to construct the transmission

lines needed to integrate the Units into the transmission grid using existing rights-of-way
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where possible.

significantly reduce environmental impacts and landowners'

establishingnew green-fieldtransmissioncorridors. Tr. p. 102.

According to Mr. Byrne, the use of existing rights-of-way should

concerns comparedto

This decision,however,

will requirethe new lines to entertheswitchyardat differentpointsthanwereoriginally

anticipated. Id. Change Order No. 9 reflects the cost of changing the switchyard

configurationto realignthe receivingpoints for theselines. Mr. Byrnetestified that the

appropriatenessof the costquotedfor ChangeOrderNo. 9 wasverified basedon a full

costjustification from Shawfor theengineeringwork andproject managementit would

provideandbasedonbidsfrom subcontractorsfor servicesandmaterials.Id.

f. Change Order No. 10

This change order relates to the licenses and other costs required to allow SCE&G

to access Oracle's® Primavera Project Planner® (P3®) which is the software used by

Westinghouse for scheduling and resource planning for this project. As Mr. Byrne

explained, Westinghouse uses this software to create and administer the integrated project

schedule that serves as the master scheduling plan for the project. Tr. p. 103. In order for

SCE&G's NND Team to interact and collaborate electronically in real time with

Westinghouse, it is necessary for SCE&G to purchase appropriate licenses and have the

software interface installed and maintained on the Westinghouse server. Id. According to

the testimony, the cost for this item includes the licenses for SCE&G users, installation of

software on Westinghouse's server, and support and upgrade costs for the software and

the interface for seven years. Mr. Byrne testified that the benefits of having real time
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accessto integratedconstructionschedulesusing thesesoftwarelicensesfully justifies

thecost. Id.

g. Switchyard Costs Not Shared with SanteeCooper

Although not related to a change order per se, the Company has included in the

$16.3 million in changes in EPC Costs the effects of reallocating certain costs related to

the Unit 2 & 3 switchyard that will not be shared 55%-45% with Santee Cooper. The

reallocation resulted from SCE&G's determination that certain costs included in the

switchyard scope of work supported the construction of SCE&G's transmission lines

serving the plant, and did not benefit Santee Cooper. Tr. p. 233. Under the arrangement

between SCE&G and Santee Cooper, each owner is responsible for the cost of its own

transmission lines. Id. The amount of the adjustment is $5.2 million and is necessary to

properly reflect the reasonable costs of the Units to SCE&G.

h. Conclusion as to Change Orders and Other EPC Cost Changes

Mr. Marsh, Mr. Byrne and Ms. Walker all testified that the costs associated with

these change orders and other items are prudent and reasonable costs of the project. ORS

witness Mr. Crisp also testified that ORS had reviewed these records and the supporting

documentation and had determined them to be reasonable. Tr. p. 339. Having reviewed

the testimony and the supporting exhibits, and in light of the Settlement Agreement, the

Commission agrees that these change orders and other EPC cost changes are reasonable

and prudent. The parties to the Settlement Agreement have agreed to the reasonableness

and prudency of these costs and there is no evidence in the record to suggest that it is the

result of any imprudence on the part of the Company.
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d. Modification of Cash Flow Forecasts

As discussed above, Ms. Walker sponsored the updated capital cost schedule

contained in Exhibit No. 6 (CLW-1 updated). Included in this updated schedule are

changes to the cash flow forecast that have resulted from changes in the expected timing

of construction costs. As Ms. Walker explained, SCE&G adjusts its cash flow forecasts

from time to time to account for all changes in the expected timing of construction costs.

Tr. p. 259. This adjustment includes acceleration or delay in milestone dates and

associated payments, changes in the pace of work, contractor invoicing, and other

changes. As Ms. Walker explained, such changes are the result of normal refinements

and adjustments made to the construction schedule for the Units and are reasonable,

prudent and necessary adjustments. Id. According to Ms. Walker, the effect of these

adjustments is that the net forecasted cash flow schedule has shifted further into the

future by a small amount. Id. However, it does not modify or alter the $174 million of

newly identified and itemized costs. Id.

In the Settlement Agreement, the Company and ORS agreed that these

modifications to the approved capital cost schedules for the project are appropriate. No

party has challenged them.

The Commission finds that the requested modification of the capital cost schedule for

the Units is reasonable and prudent and there is no evidence in the record to suggest that

it is the result of any imprudence on the part of the Company.
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III. PROCEDURAL FINDINGS AND LEGAL STANDARDS

1. In Order No. 2009-104(A), dated March 2, 2009, the Commission approved a

capital costs schedule for the construction of two 1,117 net megawatt nuclear power units

to be located at the SCE&G's V.C. Summer Nuclear Station near Jenkinsville, South

Carolina. The approved capital cost for the project totaled $4.5 billion in 2007 dollars.

2. In Order No. 2010-12, dated January 22, 2010, the Commission approved an

updated construction schedule for the project and an updated capital costs schedule which

reflected that updated construction schedule. The capital costs schedule approved in

Order No. 2010-12 did not alter the total estimated capital cost for the Units of $4.5

billion in 2007 dollars.

3. On August 9, 2010, the South Carolina Supreme Court issued its decision in

South Carolina Energy Users Comm. v. South Carolina Pub. Serv. Comm 'n, 388 S.C.

486, 697 S.E.2d 587 (2010) concerning the SCEUC's appeal of Order No. 2009-104(A).

In its Opinion, the Court ruled that contingency costs which had not been itemized or

designated to specific cost categories were not permitted as a part of approved capital

cost schedules under the BLRA.

4. Under S.C. Code Ann. § 58-33-270(E) (Supp 2010), a utility may petition the

Commission "for an order modifying any of the schedules, estimates, findings, class

allocation factors, rate designs, or conditions that form part of any base load review

order." The Commission shall grant the relief requested if, after a hearing, the

Commission finds "that the evidence of record justifies a finding that the changes are not

the result of imprudence on the part of the utility."
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5. OnNovember15,2010,SCE&Gfiled the Petitionin this docket,pursuantto S.C.

CodeAnn. § 58-33-270(E)(Supp.2010),seekinganorderapprovinganupdatedcapital

costsschedulefor nuclearunits.

6. Under the BLRA, in caseswherea settlementagreementhasbeenenteredinto

betweenORS and the utility, the Commissionis authorizedto "accept the settlement

agreementas disposingof the matter, and [to] issuean order adoptingits terms, if it

determinesthatthetermsof thesettlementagreementcomportwith thetermsof this act."

S.C.CodeAnn. § 58-33-270(G)(Supp2010).

7. SCE&G andORShaveenteredinto aSettlementAgreementin whichtheyagreed

that therelief requestedby SCE&Gwasjustified and shouldbe granted. As partof this

SettlementAgreement,ORS andSCE&G agreedthat the changesSCE&G soughtin the

updatedand revisedcapital costsschedulefor the Units "are the result of refining and

improving the timing and sequenceof constructionactivities and arenot the result of

imprudenceby SCE&G." SettlementAgreementatp. 6, ¶ 3(G).

8. The Commissionconvenedapublichearingon thismatteronApril 4, 2011.

9. No party presentedany testimonyor otherevidencechallengingthe accuracyof

the proposedcost schedulesor indicatingthat the $174 million in newly identified and

itemizedcostsare imprudentcostsor are in any way the result of SCE&G's failure to

managetheprojectprudently.

IV. FINDINGS OF FACT AND CONCLUSIONS OF LAW

1. The updated capital cost schedule contained in Hearing Exhibit No. 6 (CLW-1

updated) appropriately reflects the removal of $438 million in projected contingency
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costsand $217million in escalationcostsfrom thecost schedulesfor the Units. These

aretheappropriateamountsof contingencycoststo beremovedpursuantto the Supreme

Court's Opinion.

2. The updatedcapital cost schedulecontainedin HearingExhibit No. 6 (CLW-1

updated)reflects $174 million in coststhat havenot previously beenpresentedto the

Commissionfor reviewandapproval.

3. This $174million is comprisedof approximately$145million in newly identified

and itemizedOwnersCosts,$13 million in newly identified and itemizedtransmission

costs, and $16 million in costs associatedwith certain changeordersthat have been

negotiatedand identifiedto EPCContractfor theUnits andcertainreallocationsof costs

betweenSCE&Gandits co-owner,SanteeCooper.

4. The evidencein therecorddemonstratesthat the$174million in newly identified

and itemizedcostsare the resultof the normalevolution andrefinementof construction

plansandbudgetsfor theUnitsandarenot theresultof imprudence.

5. Theevidencein therecorddemonstratesthatthe $174million in newly identified

and itemizedcapital costsarenot the result of any imprudenceon the part of SCE&G.

Thesecosts are reasonable,necessaryand prudentcosts that SCE&G is incurring as

ownerof the project to ensurethat the project is constructedprudently,efficiently and

economically,and to ensurethat the Units canbe operatedand maintainedsafelyand

efficiently whentheyarecompleted.

6. The updatedcapital cost schedulecontainedin Hearing Exhibit No. 6 (CLW-1

updated)alsoreflectschangesto the cashflow forecastthat haveresultedfrom changes
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in the expectedtiming of constructioncosts. The effectof theseadjustmentsis that the

net forecastedcashflow schedulehasshifted further into the future by a small amount.

This shift in the timing of costsaffects forecastedescalationin the projectbut doesnot

modify or alter the amountof newly identified and itemizedcosts,which remains$174

million in 2007dollars.

7. The evidencein the record demonstratesthat the changesin project cashflows

representthe reasonableand necessaryupdating of cash flow projectionsand do not

representimprudenceon thepartof theCompany.

8. The evidencein the recordestablishesthat the SettlementAgreementcomports

with the terms of the BLRA. The Commissionacceptsthe SettlementAgreementas

disposingof this matterandadoptsits termsby incorporation.

Now, therefore,IT IS HEREBYORDERED:

1. That the capital costs scheduleset forth in Hearing Exhibit No. 6 (CLW-1

updated),attachedheretoas Order Exhibit No. 1, shall be the approvedcapital cost

schedulefor theUnits until suchtime asthe Commissionapprovesa substituteschedule

pursuantto S.C.CodeAnn. § 58-33-270(E)(Supp2010).

2. That the SettlementAgreement,attachedhereto as Order Exhibit No. 2, is

incorporatedhereinby this reference,is found to bea reasonableresolutionto the issues

in this case,is in thepublic interestandis thereforeherebyadoptedandapproved.

3. Thatthe futurequarterlyreportsfiled by SCE&GunderS.C.CodeAnn. § 58-33-

277(Supp2010)shall reflect themodifiedscheduleapprovedin this Order.
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4. That this Order shall remain in full

subsequentorderof the Commission.

BY ORDEROF THE COMMISSION:

force and effect until modified by a

JohnE.Howard,Chairman

ATTEST:

David A. Wright, Vice Chairman

(SEAL)
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IN RE:

BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2010-376-E

MARCH 28, 2011

)
Petition of South Carolina Electric & Gas )

Company for Updates and Revisions to )
Schedules Related to the Construction of a )

Nuclear Base Load Generation Facility at )

Jenkinsville, South Carolina )

SETTLEMENT

AGREEMENT

This Settlement Agreement ("Agreement") is made by and between the South Carolina

Office of Regulatory Staff ("ORS") and South Carolina Electric & Gas Company ("SCE&G")

(collectively referred to as the "Parties" orsometimes individually as a "Party").

WHEREAS, the Public Service Commission of South Carolina ("Commission") opened

this docket to consider a Petition filed by SCE&G ("Petition") on November 15, 2010 to update

and revise the nuclear facilities' ("the Units") construction and capital cost schedules pursuant to

S.C. Code Ann. § 58-33-270(E) and as set forth in the Base Load Review Act ("BLRA") Order

No. 2009-104(A) as revised by Commission Order No. 2010-12 and the Opinion of the South

Carolina Supreme Court ("the Court") in South Carolina Energy Users Comm. v. South Carolina

Pub. Serv. Comm'n, 388 S.C. 486, 697 S.E.2d 587 (2010);

WHEREAS, S.C. Code Ann. § 58-33-270(E) states:

As circumstances warrant, the utility may petition the commission,

with notice to the Office of Regulatory Staff, for an order modifying

any of the schedules, estimates, findings, class allocation factors,

rate designs, or conditions that form part of any base load review
order issued under this section. The commission shall grant the

relief requested if, after a heating, the commission finds:



(1) asto the changesin the schedules,estimates,timings, or
conditions, that the evidence of record justifies a finding that

the changes are not the result of imprudence on the part of

the utility; and
(2) as to the changes in the class allocation factors or rate

designs, that the evidence of record indicates the proposed
class allocation factors or rate designs are just and

reasonable.

WHEREAS, SCE&G filed this Petition as a result of and in response to the Opinion of

the Court in South Carolina Energy Users Comm., 697 S.E.2d at 592, wherein the Court ruled

that projected contingency costs of $438 million which had not been itemized or designated to

specific cost categories were not permitted as a part of the approved capital cost schedules

approved in Orders No. 2009-104(A) and No. 2010-12.

WHEREAS, SCE&G has claimed in its Petition, and evidenced to the satisfaction of

ORS that it has accelerated and expanded the staffing of its New Nuclear Deployment ("NND")

team, assembled a New Nuclear Deployment Finance team, updated and refined its forecasts to

include specific costs associated with construction of the Units, updated its assessment of costs

of certain transmission work to accommodate the transfer of power from the Units onto the grid,

and has agreed to pay a $10 million risk compensation payment to shift $315 million from the

Target to Fixed/Firm Cost Categories;

WHEREAS, the updated capital cost schedule does not alter the commercial operation

dates of 2016 and 2019, respectively, for the Units;

WHEREAS, the updated capital cost schedule superseding the schedule found in

Commission Order No. 2010-12: 1) removes approximately $438 million in Contingency Dollars

in compliance with the Court's Opinion; 2) removes approximately $217 million in Contingency

Escalation from the Capital Cost Schedule in accordance with the Court's Opinion; and 3)

includes approximately $174 million in capital costs of which $145 million represents owners

Page 2 of 10



costs,$16million representsEngineering,ProcurementandConstruction("EPC")contractand

non-EPCcontractcosts,and$13million representstransmissioncosts.

WHEREAS,comparedto theprojectionscurrentatthetimethatOrderNo.2009-104(A)

wasissuedbytheCommission,theaverageannualrateadjustmentassociatedwithconstruction

of theUnitshasdroppedfrom2.49%to 2.18%,primarilydueto changesinescalationrates;

WHEREAS,theCommissionallowedfor publiccommentandinterventionin theabove-

captioneddocket;

WHEREAS,SCEUCandCMCmadeatimelyrequestto intervenein thisdocket;

WHEREAS, SCE&G and ORS pre-filed testimony in this docket;

WHEREAS, no other testimony was filed;

WHEREAS, the Parties to this Agreement have engaged in discussions to determine if a

Settlement Agreement would be in their best interest and pursuant to S.C. Code Ann. § 58-33-

270(G) request that the Commission promptly schedule a hearing to consider this Settlement

Agreement entered into between ORS and the Company; and

WHEREAS, following these discussions the Parties have each determined that their

interest and the public interest would be best served by agreeing to matters in the above-

captioned case under the terms and conditions set forth below.

1. The Parties agree to stipulate into the record before the Commission the direct

testimony and exhibits of the following five (5) witnesses without objection, change, amendment

or cross-examination with the exception of changes comparable to those which would be

presented via an errata sheet or through a witness noting a correction.

(i) SCE&G witnesses:

1. Stephen A. Byme
2. Kevin Marsh

3. Carlette L. Walker
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(ii) ORS witness:

4. Mark W. Crisp, P.E.

5. M. Anthony James, P.E.

2. The Parties agree that they will offer no other evidence in the proceeding other

than the stipulated testimony and exhibits identified above and any additional pre-filed testimony

or exhibits by agreement of the Parties. The Parties reserve the right to engage in redirect

examination of witnesses as necessary to respond to issues raised by examination of their

witnesses by non-Parties or members of the Commission or by late-filed testimony by non-

Parties.

3. All Parties adopt, accept, and acknowledge as the agreement of the Parties that:

A. In compliance with the Opinion of the South Carolina Supreme Court in

South Carolina Energy Users Comm., 697 S.E.2d 587, SCE&G has removed

approximately $438 million in owner's contingency funds that were included in the cost

schedules approved by the Commission in Order No. 2009-104(A) and Order No. 2010-

12.

B. Consistent with the work performed by SCE&G to refine and update its

cost projections and also consistent with change orders negotiated by SCE&G with

Westinghouse/Shaw, SCE&G has identified and itemized approximately $174 million in

capital costs for the construction of the Units to specific cost categories and is described

in Settlement Exhibit 1.

C. SCE&G has updated its cash flow projections to reflect the Company's

continued refinement of the Units construction schedule and timing changes related to the

schedule for capital costs recognized or incurred by SCE&G since the issuance of Order

No. 2010-12, including timing changes as a result of change orders to the EPC contract.
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These changes effectively true-up the cash flow forecast to reflect changes in the

forecasted construction schedules and milestone completion dates as reflected in the

Quarterly Reports filed by SCE&G with ORS and the Commission.

D. These changes effectively decrease the capital cost for the Units in 2007

dollars from the $4.5 billion, with Contingency Dollars, approved by the Commission in

Order No. 2009-104(A) at page 123 paragraph 6 to $4.3 billion, without Contingency

Dollars. Further, along with changes in escalation rates these changes have reduced the

gross construction cost of the Units from the $6.9 billion, with Contingency Dollars,

approved by the Commission in Order No. 2010-12, (Order Exhibit No. 2) to $5.8 billion,

without Contingency Dollars.

E. The Parties acknowledge that, based upon the Quarterly Report ending

December 31, 2010, the Units are being constructed in accordance with the construction

schedules and cumulative cost forecasts and other terms as approved in Commission

Order Nos. 2009-104(A) and 2010-12. As of December 31, 2010, the project was on

budget and SCE&G had spent approximately $861 million in capital, not including

allowance for funds used during construction.

F. The Parties acknowledge that SCE&G provides information regarding the

status of project milestones through a quarterly reporting process. These Quarterly

Reports, the most recent of which was for the Quarter ending December 31, 2010,

includes updated milestone schedules showing all completed milestones and all changes

in forecasted milestone completion dates for the 146 milestones tracked under

Commission Order No. 2010-12.
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G. ThePartiesagreethattheupdatedconstructionscheduleandcapitalcost

schedulearetheresultof refiningandimprovingthetimingandsequenceof construction

activitiesandarenot theresultof imprudenceby SCE&G.

H. ThePartiesagreethattherestatedandupdatedconstructionexpenditures

shouldbeapprovedby the Commissionasthenewschedules.Specifically,therestated

and updatedconstructionexpendituresscheduleset forth in Exhibit 1 of SCE&G's

request,andfurtherdelineatedasExhibitCLW-1 (updated)of theSupplementalDirect

Testimony of Carlette L. Walker, should replace Exhibit 2 of Order No. 2010-12 which

had replaced Exhibit F in Order No. 2009-104(A). The Parties agree that the updated

construction expenditures schedule more closely aligns construction and cash flow and

allows for easier monitoring. Therefore, the Parties seek approval of Settlement Exhibit

2-(Exhibit CLW-1-C Updated) which replaces earlier versions of the construction

expenditures schedules approved in prior Commission orders.

4. The Parties agree that the terms of this Agreement are reasonable, in the public

interest and in accordance with law and regulatory policy.

5. ORS is charged with the duty to represent the public interest of South Carolina

pursuant to S.C. Code §58-4-10(B) (Supp. 2010). S.C. Code §58-4-10(B)(1) through (3) reads.

in part as follows:

"...'public interest' means a balancing of the following:

(1)

(2)

(3)

Concerns of the using and consuming public with

respect to public utility services, regardless of the

class of customer;
Economic development and job attraction and

retention in South Carolina; and

Preservation of the financial integrity of the State's

public utilities and continued investment in and
maintenance of utility facilities so as to provide

reliable and high quality utility services."
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6. The Parties agree to cooperate in good faith with one another in recommending to

the Commission that this Agreement be accepted and approved by the Commission as a fair,

reasonable and full resolution in the above-captioned proceeding. The Parties agree to use

reasonable efforts to defend and support any Commission order issued approving this Agreement

and the terms and conditions contained herein.

7. The Parties request that the Commission hold a hearing on this Agreement,

pursuant to S.C. Code Ann. § 58-33-270(G), simultaneously with the hearing on the merits of the

Petition, which is currently scheduled to begin on April 4, 2011 and request that the Commission

adopt this Agreement as part of its order in this proceeding. In furtherance of this request, the

Parties stipulate and agree that the terms of this Agreement comport with the terms of the BLRA.

8. This Agreement contains the complete agreement of the Parties. There are no

other terms or conditions to which the Parties have agreed. The Parties agree that this

Agreement will not constrain, inhibit or impair their arguments or positions held in future

proceedings, nor will this Agreement, or any of the matters agreed to in it, be used as evidence or

precedent in any future proceeding. If the Commission should decline to approve this

Agreement in its entirety, then any Party desiring to do so may withdraw from the Stipulation

without penalty.

9. This Agreement shall be effective upon execution by the Parties and shall be

interpreted according to South Carolina law. The above terms and conditions fully represent the

agreement of the Parties hereto. Therefore, each Party acknowledges its consent and agreement

to the terms and conditions of this Agreement by affixing his or her signature or authorizing its

counsel to affix his or her signature to this document where indicated below. Counsel's

signature represents his or her representation that his or her client has authorized the execution of

the Agreement. Facsimile signatures and e-mail signatures shall be as effective as original
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signatures to bind any Party. This document may be signed in counterparts, with the various

signature pages combined with the body of the document constituting an original and provable

copy of this Stipulation.

[Signatures on the following pages.]
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WEAGREE:

Representingand binding the South Carolina Office of Regulatory Staff

Jeffrey M. Nelson, Esquire
Nanette S. Edwards, Esquire

South Carolina Office of Regulatory Staff

1401 Main Street, Suite 900

Columbia, SC 29201

Phone: (803) 737-0823

Fax: (803) 737-0895

Email: j nelson@regstaff.se.gov

Page 9 of 10



WE AGREE:

Representing and binding South Carolina Electric & Gas Company

K. Chad Burgess, Es_i_ c
Matthew W. Gi_endanner, Esquire
South Carolina Electric & Gas Company
Mail Code C222

220 Operation Way
Cayee, SC 29033
Phone: (803) 217-8141
Fax: (803) 217-7931
Email: chad.burgess@scana.com

matthew.gissendanner@scana.com

Briton T. Zeigler, Esquire
Pope Zeigler, LLC
1411 Gervais St,
Post Office Box 11509

Columbia, SC 29211
Phone: (803) 354-4949
Fax: (803) 354-4898
Email: bzeigler@popezeigler.eom

Miteheii Willoughby, Esquire

Willoughby & Hoefer, P.A.
Post OffiCe Box 8416
930 Richland Street

Columbia, SC 29202-8416

Phone: (803) 252-3300
Fax: (803) 256-8062
Email: mwilloughbv@willoughbyh oefer.eom
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Category

Change Order #2

SETTLEMENT EXHIBIT 1 (REVISED)

Exhibit No: MWC-6 Public

Summary of Increases

Dollars Reflect SCE&G 55% share (5000)

Description

Limited Scope Simulator

Change Order #3 Parr Road

Change Order #7 Switchyard Communications

Change Order #8 Target to Firm Shift

Change Order #9 Switchyard Redesign

Change Order #10 P3 Software

Change Order #11 Schedule Impact Study

Non EPC Cost Item Alternate A/C Line Cost transferred to Unit 1

Non EPC Cost Item Switchyard not Split with Santee Cooper 55/45

Category

Subtotal of Change Orders and Non EPC Cost Items $16,367

Description

Transmission

Category

Owners Cost

Unit I Switchyard Redesign

Subtotal of Transmission

i

Description

Owners Cost Variance - Labor

$13,000

Owners Cost Owners Cost Variance - Non Labor

Owners Cost Cost not Split 55/45

i

Subtotal of Owners Cost $144,583

I Total Increases I $173,950 I

Due to rounding, the amounts contained may not precisely reflect the amounts specified in testimony or

other exhibits.
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